Introduction
This paper assesses recent developments in income inequality in Costa Rica using an income source decomposition approach as proposed by Lerman and Yitzhaki (1985) . According to this approach each income source contribution to the Gini coefficient results from the product of its own Gini, its share in total income, and its correlation with total income. This approach also allows quantifying the marginal effect of various income sources on overall inequality.
The contributions of this analysis are threefold. First, it undertakes the most extensive decomposition of income inequality undertaken up to now for Costa Rica. Traditionally, income inequality studies have been based on three or four income sources. Trejos and Oviedo (2012) and Trejos (2015) extended this analysis for Costa Rica by differentiating private and public salaries and incorporating as well government transfers. This study goes further and disentangles the contribution to income inequality of wages in central government and in other public agencies. This is an important and relevant distinction since remunerations in the Costa Rican public sector are very heterogeneous (MIDEPLAN, 2012; CGR, 2009; Academia de Centroamérica, 2014) . In addition, this analysis quantifies the impact on inequality of different government cash transfers such as non-contributory pensions, scholarships, subsidies as well as other private transfers.
As a second contribution, this study looks at the most recent period, the years from 2010 to 2014. Income inequality has been increasing in Costa Rica in those years (Estado de la Nación, 2014), contrary to what has been observed in other Latin America countries where progress in reducing inequality has been significant, especially in Brazil. Therefore, analysing the causes of the increase in inequality in Costa Rica in that particular period is important. The study also provides estimates for some of the key elements underpinning recent changes in inequality such as skills premium by education level.
The third contribution of this analysis is that it provides updated estimates of the impact that marginal increase in a particular type of income would have on inequality. Trejos and Oviedo (2012) The paper is structured as follows. The first two sections describe the methodology and data employed in the paper. Section III presents an overview of the recent evolution and composition of income per capita in Costa Rica. Section IV discusses the relative contributions to inequality of different income sources. Section V and VI present the estimates for the Gini elasticity and the marginal effects respectively. Section VII examines how unequally distributed income is across different socioeconomic groups. Finally, the central conclusions are presented in section VIII.
I. The Methodology
This analysis follows the methodology proposed by Lerman and Yitzhaki (1985) to decompose income inequality, which allows to identify the contribution of a given income source to income inequality as measured by the Gini coefficient. This methodology has been applied to various countries. In its seminal paper, Lerman and Yitzhaki (1985) applied it to the United States. More recently Hungerford (2013) also used this methodology to assess recent developments in inequality in the United States. Milanovic and Yitzhaki (2002) use it to decompose inequality in the world income and assess whether there is a world middle class or not. It has also been applied to 14 OECD countries in chapter 6 of OECD (2011). Medina and Galván (2008) rely on this approach to provide a comparative overview of the evolution of inequality across Latin America from 1999 to 2005. Trejos and Oviedo (2012) and Trejos (2015) apply it to Costa Rica.
The starting point of the income source decomposition approach is the mathematical expression where the Gini coefficient is expressed as a covariance between income and the observations position in the distribution curve. If y is the total income per capita, which is composed of k sources of income (y 1 , y 2 , …, y k ), so that y = ∑ yk
=1
, F(y) represents the distribution function of income y, and µ y is the average income per capita, then the Gini coefficient can be represented as (1) (see Lerman and Yitzhaki (1985) for additional details).
According to this expression inequality in per capita household income, as measured by the Gini coefficient, G y , can be decomposed into three elements:  Gk, the Gini coefficient of income source k  Sk, the share of income source k in total income, i.e. Sk = yk / ∑ y k
 Rk , the Gini correlation between the income source k and the total income
The Gini correlation coefficient between income source k and total income, R k , can be obtained as:
Where F(y) is the distribution function of total income, and F(y k ) is the cumulative distribution function of income source k. R k takes values between -1 and 1. R k is positive (negative) when the source k is an increasing (decreasing) function of total income. A given income source would have a positive Gini correlation coefficient if such income source becomes more important the higher the total household income. This is typically the case of capital income. Conversely, R k is negative when the income source decreases when considering higher total income levels. In most countries, this tends to be observed for transfers received from the government.
One fundamental advantage of decomposing inequality by source is that it allows quantifying how marginal changes in a particular income source would affect overall income inequality. Following Lerman and Yitzhaki (1985) , if e represents the percentage change in the k th source of income, then the absolute marginal variation in the Gini coefficient is:
Dividing expression (3) by the Gini coefficient (G), we obtain the marginal change in the Gini coefficient resulting from the relative change in the source of income:
Equation (4) shows that the percentage change in the Gini coefficient caused by a change e in the income source k is equal to the relative contribution of this source to total inequality minus its participation in total income.
According to Yitzhaki (1990) and Wodon and Yitzhaki (2002) the Gini income elasticity of source k (ƞ k ) can be defined as:
Thus, equation (4) can be expressed as:
Equation (6) shows that a percentage increase in an income source whose Gini income elasticity is lower than unity would reduce inequality. Conversely, if the Gini income elasticity is above 1, an increase in that income source would raise inequality. The lower the Gini income elasticity the higher its redistributive impact would be.
Gini decomposition analyses have some limitations, such as the violation of the property of uniform addition, as discussed by Jurkatis and Strehl (2013) . Thus, an equally distributed income source will have a zero contribution to total income inequality, though adding a constant income source to the existing income distribution would lower total income inequality. Nevertheless, the decomposition herein presented remains of significant analytical value as it provides an intuitive interpretation of all the elements making up each source's contribution to inequality. Viewing each source contribution as the product of its own inequality, its share in total income, and its correlation with the rank of total income, it appears more compelling and less arbitrary than other decompositions, such as those proposed by Shorrocks (1982) , which require devising somewhat arbitrary weighting coefficients, or approaches whose results depend on the ordering of the income sources (Lerman and Yitzhaki, 1985) . Besides, the approach followed in this study provides estimates of the marginal effects of changes in a given income source. As argued by Jurkatis and Strehl (2013) , these marginal effects provide unambiguously interpretable results and thus are appropriate to examine the role that income sources play in total income inequality.
II. The Data
This analysis is based on the Costa Rican National Household Survey (Encuesta Nacional de Hogares, ENAHO), which takes place in July each year to collect information at national and regional levels on the socioeconomic conditions of individuals and households in Costa Rica. ENAHO started in 2010, and replaced the previous Household Survey of Multiple Purposes (Encuesta de Hogares de Propósitos Múltiples, EHPM).
Previous income decomposition analyses undertaken for Costa Rica were based on the EHPM. Estimating the Gini decomposition based on ENAHO data allows for a more granular analysis as it has incorporated additional sources of income to its collection, in particular as concerns transfers. It also makes adjustments for no response and underreporting, which should help to provide a more accurate picture of the situation of groups where these problems tend to be more acute, such as poor households. The sample design of ENAHO, probabilistic, stratified and two-stage, has also been improved and concepts and methodology have been better aligned to international standards. Based on the technical and budgetary capacity of INEC and the accuracy levels obtained in previous surveys in major research variables, the sample size of approximately 13,440 households nationwide was maintained. But the distribution by region and zone was improved, trying to homogenize the relative accuracy of the variables of interest in these strata. The sample is made of 1120 primary sampling units (PSU) at the national level, and 12 households by PSU. All this makes ENAHO an appropriate data source for analysing inequality in Costa Rica.
III. The Composition and evolution of per capita income by source
The analysis presented in this paper considers and makes full use of 32 income sources collected in ENAHO as detailed in the Annex. The income variable considered for the analysis is the gross per capita income which refers to the total household gross income coming from each source, divided by the household size. The per capita income concept differs from the equivalence scale concept used in the OECD income distribution database, but its use ensures better comparability with previous related studies on Costa Rica and Latin America.
The first income source analysed is labour income, which includes income coming from wages and salaries as well as business income. Wages and salaries are broken down into five subcomponents depending on the nature of the employer: central government, other public sector institutions outside central government, private companies, domestic service, and international organizations. ENAHO also provides an additional break down of wages, differentiating those earned by employees that have attained secondary school or more (labelled as "qualified" workers) and those that have a lower qualification ("unqualified").
Moreover, business income is broken down into two main income categories: the income of selfemployed, differentiating professionals and technicians and the rest, and the income of employers. Capital income remains as a separate source as the survey captures it as a single category. Current transfers are broken down into four groups: i) contributory pensions; ii) government transfers, which in turn are subdivided into non-contributory pensions, cash transfers provided by the Costa Rican Institute of Social Welfare (Instituto Mixto de Ayuda Social, IMAS), subsidies and scholarships; iii) private transfers (remittances and other monetary assistance between families); and iv) non-monetary transfers. Table 1 shows the evolution and composition of per capita income and how these different income components have evolved in the most recent years, from 2010 to 2014. Real per capita income increased by 6% in the period 2010-2014. Labour income, which represent around 82% of per capita household's income, increased by nearly 8% during the same period. Wages and salaries increased by 10% and account for 67% of all income. Within wages and salaries, the private sector represents 40% of total income, while the public sector accounts for 24%. In both sectors the salaries of qualified individuals account for a larger share of total income. Nevertheless, the share represented by income earned by unqualified individuals is much larger in the private sector than in public sector institutions. Within the public sector, it is noteworthy that the salaries of those employed in public agencies outside central government represent a larger share of income than central government employees. Public sector agencies outside central government account for 13% of household's per capita income. Central government accounts for 11%. This gap has been diminishing since 2010, following permanent increases in central government salaries implemented in 2008-2010. Business income, which represents around 15% of all per capita income, remained relatively stable until 2013, but fell 2 percentage points in 2014, in line with the deceleration of domestic demand that Costa Rica experienced that year. Capital income has also slightly decreased recently.
Regarding current transfers they have remained almost constant over the period under analysis, both the aggregate and its components. State aid accounts for 1.3% of total income while its most important components are non-contributory pensions followed by cash transfers provided by the Costa Rican Institute of Social Welfare (IMAS).
Further deepening the analysis, the composition and evolution of per capita income by income quintiles is also examined (Table 2) , providing additional relevant insights. While on average the weight of labour income has remained constant in the period analysed, looking at different income quintiles provides valuable insights about how recent macroeconomic and labour market developments have affected different segments of the Costa Rican population. Thus, for poorest households, income salaries and wages represent a lower share in their total income in 2014 than in 2010, falling from 55% to 47%. Conversely, transfers have markedly increased their share from 26% to 33%. This indicates that the relatively weak labour market is impacting particularly the income of poorest households, which have become more dependent on social transfers. On the other end of the income spectrum, labour income represents 63% of total income earned by richer households in 2014, 3 percentage points higher than in 2010. This increase mainly took place in the category of "qualified workers", both in the private and central government sector, and indicates that labour market conditions have not deteriorated much for individuals in the top income bracket. Other interesting features to note when looking at the income structure per quintile level are the following:
 Income from public sector jobs represents a low share in the income of the poorest individuals. It accounts for 3%, while it represents 30% of the income of richest individuals. This reflects that public sector wages are particularly high in Costa Rica, as compared with the private sector (OECD, 2016) . Thus, those not making it into the public sector are more likely to fall in the lowincome bracket.
 Income received by self-employed represents a largest share for poor individuals than for richer ones, mainly explained by self-employed other than professional and technicians. It is the opposite for employers, and as result, the distribution of business income is U shaped.  The proportion that capital income represents in the total income of wealthier individuals fell 2 percentage points from 2010 to 2014. It remains constant for the other quintiles although the shares are relatively small.  The share of income that contributory pensions represent in total income has increased (or remained constant) for all income quintiles. This is reflecting demographic trends. The percentage of people under 20 peaked in 2003 and by 2024 is expected that Costa Rica will become an "aged" economy, i.e. older persons will consume more (of all goods and services, both public and private) than youth, for the for the first time in the history of the country (CELADE, 2013) . In addition to demographic trends, it also reflects that the coverage of the Costa Rican contributory pension systems is relatively broad, encompassing also individuals of the lowest income levels. Thus, 70 per cent of Costa Rican workers contribute or are affiliated with a pension scheme, the largest coverage in Latin America and Caribbean, where coverage reaches 45 per cent on average (OECD/IDB/The World Bank, 2014).
Information about the evolution of income from each source for the period 2010-2014, broken down by income quintiles is displayed in the Annex, Table A.1, showing that inequality has increased because incomes at the bottom fell in real terms while increasing in all other income groups.
IV. The Relative contributions to inequality
Based on the additive decomposition of the Gini coefficient, it is possible to quantify the contribution of each income source to overall inequality. Table 3 shows the evolution of Gini coefficients and the contribution made by each income source. As explained in the previous section, the contribution of each income source to overall inequality depends on its relative share in total income, on how unequally the source is distributed and on the correlation of this source with respect to the distribution of total income. (Figure 1 ) we observe that, although tax and transfers contribute to reduce inequality, this reduction is relatively small. This is in line with what is observed in other Latin American countries such as Chile or Mexico, and also in emerging economies (OECD, 2011) . But this contrasts with OECD countries, where income inequality is greatly reduced through redistribution -typically, taxes and transfers such as unemployment and other benefits (OECD, 2015) .
Looking at the relative contributions of the different income sources to the Gini coefficient (Table 3) , the highest contribution to inequality is made by labour income. This is in line with evidence from OECD countries (see Hoeller et al., 2012) , where earned labour income is also the main determinant of income inequality. In Costa Rica, both salaries in public and private sector contribute significantly to inequality, particularly salaries of qualified workers. Interestingly, in the period under review, the highest contribution to inequality among all income sources is made by the wages of qualified workers in the public sector. Its contribution averaged 31% in the period 2010-2014, while the contribution made by their peers in the private sector was 28%. Within the public sector, it is notable that wages of qualified staff employed in public agencies outside central government made a larger contribution to inequality than the wages of their peers in central government. Public wages of unqualified workers outside central government also contributed more than the wages of their peers in central government. 
Figure 1. Gini coefficient of different income concepts
Note: 95% confidence intervals estimated based on Jackknife resampling techniques. Source: Authors' calculations based on data from ENAHO survey.
Regarding the evolution of public sector wages in the period 2010 to 2014, it is noteworthy that its contribution increased significantly from 2010 to 2011.. This seems to be related to the permanent increases in central government salaries occurred from 2008 to 2010 with the aim of equalizing pay among different parts of the Costa Rican public sector. Thus, contribution made by public agencies outside central government fell from 2010 to 2012 and then remained constant. Conversely, the contribution of wages in central government has been on the rise. This reflects that the wage distribution in central government has become more unequal, with an increasing share of workers in higher income quintiles (see Table 4 ) . In the private sector the contribution made by wages of qualified workers has also been on an increasing trend in the period under review. This can be explained by the existence of large skills premium in Costa Rica. In fact Costa Rica has one of the largest skills premium in Latin America (Tsounta and Osueke, 2014) , and contrary to other Latin American countries the premium has been increasing. Workers holding tertiary qualifications earn on average nearly four times as much as those with only primary education and around two times as much as those with secondary education (Figure 2) . Such education premia are increasing. Also, there are important differences in income between those that have completed secondary education and those that did not; holders of a secondary degree earn around 1.8 times as much as those with primary education or less.
It is also noteworthy that in Costa Rica individuals holding secondary technical qualifications earn as much as those who follow more academic educational tracks (Figure 3 ) and that the skill premium of technical secondary qualification with respect to primary education is also quite large. 
Ratio of average household per capita gross income
Tertiary or above/primary or less Tertiary or above/secondary (complete) Secondary (complete)/primary or less After wages in public and private sectors, business income is the third highest contributor to overall inequality in Costa Rica, accounting for 16% in 2014. Its relative contribution has been slightly decreasing since 2010. On the one hand, the contribution made by income received by self-employed has fallen, and on the other hand, the contribution made by income accrued to employers has increased.
Outside labour income, capital income is the income sources making the largest contributions to inequality, reaching 9%. This is similar to equivalent computations for 14 OECD countries, where, on average, income from capital was found to contribute about 10% to inequality (OECD, 2011). The contribution of contributory pensions in Costa Rica -about 8% -is slightly above the one found in the OECD average (3%), but similar to the one found in Israel (7%) or Canada (5%).
State aid cash transfers are the only income sources making a negative contribution to the Gini coefficient, reducing overall inequality. Nonetheless, theirs contribution is relatively small, slightly below one percent. Conversely, means-tested transfers and social insurance benefits are an important policy tool in the redistribution of income in OECD countries. This is particularly the case in Nordic countries -in Denmark social transfers reduce inequality by 30% -but also in other countries such as Australia, Czech Republic or United Kingdom, where their contributions reaches 10% (OECD, 2011). The small contribution in Costa Rica reflects that these transfers represent only 1.3% of total per capita income. Noncontributory pensions and cash transfers provided by IMAS are those having the largest impact on reducing inequality.
V. The Gini elasticity
The analytical value of Gini elasticity lies in the fact that they indicate how inequality would respond to an increase in a given income source. If the elasticity is above one, inequality would increase. The higher the value of the elasticity the higher the increase in inequality would be. Conversely, if the Gini elasticity is below one an increase in that income source would result in a reduction of inequality. 
Ratio of average household per capita gross income
Academic/technical secondary (complete) Technical/primary or less Table A .2 in the Annex shows the Gini elasticity estimates of each income source based on formula (5) for the period 2010-2014. Figure 4 ranks the 2014 estimates according to their impact on inequality. Capital income is the income source with the highest Gini elasticity, reflecting that a large share of the income source accrues to high-income households. Thus, an increase in capital income, provided that its distribution among income households remains unchanged, would make inequality rise. A similar pattern is observed for income received by employers and for wages of qualified workers in the public sector, both working in central government and in other public sector agencies.
Figure 4. Gini elasticities, 2014
Note: Gini elasticities are computed as described in formula (4) . If the Gini elasticity is below one an increase in that income source would result in a reduction of inequality. Source: Authors' calculations based on data from ENAHO survey.
On the other hand, IMAS transfers and non-contributory pensions are the income sources with the lowest Gini elasticity. These are the two income sources whose increase would contribute the most to reduce inequality. Within labour income, increases in wages of domestic service and of unqualified workers in the private sector are those that would make inequality fall more markedly. 
VI. Redistributive effects of marginal increases in individual income components
The Gini elasticity provides a useful description of how potential changes in a given income source would affect inequality based on how such an income source is distributed across the population. Nevertheless, the final effect on inequality would also depend on how large such an income source is within total income. Thus, it is useful to analyse what would be the marginal effect of a percentage increase in a given income source would have on inequality. This information can be of particular interest for policy makers, for instance as concerns the potential impact on overall inequality of increasing a given social transfer, or to assess how potential changes in public and private wages would affect inequality. One of the key advantages of the income source decomposition approach is that it provides as a by-product an estimate of marginal effects for each income source. Table A .3 presents the marginal effect of each income source for the period 2010 to 2014. . Figure 5 displays the marginal effects for 2014 ordered by size, indicating the percentage change in inequality due to a 1% increase in individual income components.
Figure 5. Marginal effects of changes on income sources
Note: Marginal effects are computed as described in formula (6). Source: Authors' calculations based on data from ENAHO survey. The highest reduction in inequality would come from an increase in wages of low qualified workers in the private sector. Conversely, inequality would increase most if wages of qualified individuals in the public and private sector continue to increase. ... Increases in theincome from self-employed other than professionals and technicians and wages of workers in domestic service would also imply relatively large falls in inequality. It is also noteworthy that, although government cash transfers are the income source with the lowest Gini elasticity, their impact on reducing inequality would be smaller than increasing wages of unqualified workers, self-employed or domestic services, reflecting that transfers are relatively small and represent a low proportion of income for all, including the poorest.
VII. Inequality by gender, age, and level of education
In the first part of this paper we have looked at the overall development in the distribution of incomes in Costa Rica. In this section we will take the analysis a step further by looking at income distribution with respect to age, gender, education or migration status. In addition, looking at different concepts of income, allows us to see how government social programmes trickle down to different population groups and how such programmes impact inequality. The "market income" concept encompasses labour income, capital income and contributory pensions.. The "market plus transfers" concept includes as well private transfers and more importantly monetary public transfers such as non-contributory pensions and transfers, subsidies and scholarships provided by IMAS. Last the "net income" concept incorporates as well direct taxes and social security contributions.
Looking at inequality per age group provides useful results to assess the role that government social transfers may play in those stages in the life cycle when income may be lower. In Costa Rica, as in other advanced economies (see for example Bjørnskov et al., 2012) , we observe that inequality is highest for the youngest and for the older individuals of the population (Figure 6, panel A) . This reflects that some young people do not have a high income because they have student status, and that part of the oldest age group has low earnings because of their status as retired.. Looking at Gini based on different income concepts shows the role that the effect of social transfers across the life cycle. First, we observe that the largest impact of the transfer system in reducing inequality occurs particularly for the oldest (above 65 years, Figure 6 , panel B), and to a lesser extent for the young (below 25 years). For the oldest group this reflects the impact of the non-contributory pension scheme and highlights that the non-contributory pension scheme, which is relatively well targeted and have most of its beneficiaries among those poverty and extreme poverty (OECD, 2016) , is effective in reducing inequality and cushioning the effect of the fall in income which low-income individuals experience when they retire. For the young individuals this relates to cash transfers linked to attendance to education such as Avancemos. The reduction in inequality reflects that these programmes do not have too many beneficiaries among medium and high income earners (OECD, 2016) . Nevertheless it has few beneficiaries among those in extreme poverty (Estado de la Nación, 2014), preventing it from having a greater role in reducing inequality. When looking at inequality per gender, we observe that, market income inequality is higher for women than for men. The difference is not large, although this is partly due to the use of the household per capita income concept. This turns after considering the redistributive impact of transfers and direct taxes. For women they reduced inequality by more than 5% while for men it decreases around 4% (Figure 7,  panel B) . This difference reflects that women in Costa Rica are more likely to be poor, to be unemployed or to work in the informal sector (González Pandiella, 2016) . Therefore they are more likely to be beneficiaries of social assistance programmes, such as non-contributory pensions. Costa Rica hosts an increasing immigrant population, particularly from Nicaragua. Thus, in 2013, 10% of those employed were foreign born. Immigrants tend to be low qualified and, immigrants women unemployment rates are particularly high, nearly doubling the unemployment rate of native women. Thus, it is interesting to assess inequality based on migration status and to examine whether government programmes trickle down to all. It is found that income inequality is higher for internal migrants, i.e. those whose birth place in Costa Rica differs from current residence place in Costa Rica, and even higher for external migrants, i.e. those that migrated to Costa Rica from abroad ( Figure 8, panel A) . The non-migrants are the less unequal group. Nevertheless, if we look at the impact of government transfers and taxes, the highest redistributive impact is also observed for non-migrants. Those with the lowest impact are migrants from abroad (Figure 8, panel B) , stressing that Costa Rica social assistance do not seem to be reaching out external migrants. Despite an important commitment by Costa Rica to invest in education, educational gaps remain large in Costa Rica, with important differences in educational attainment depending on socio-economic status (OECD, 2016) . Thus, it is important to assess how these gaps are translated into income inequality depending on education level and social assistance programmes operate. The largest inequality is for people with no education or low education levels while the lowest inequality is for individuals with technical secondary, tertiary or graduate higher education (Figure 9, panel A) . This suggests that the more educated have the opportunity of working in jobs not only with higher wages, as discussed in previous sections, but also with more equal wages. Conversely the least educated have a higher spread of earnings. This is in line with similar analysis undertaken for advanced economies (see for example Bjørnskov et al., 2012 for the Danish case). The largest impact of transfers and direct taxes in reducing inequality is observed for those with lowest levels of education (panel B in Figure 9 ). Nevertheless, considering that skills premia are large and that completing secondary education is associated with much higher income, differences across education levels appear relatively modest, reflecting that the redistributive role of direct taxes is small in Costa Rica (OECD, 2016) . 
VIII. Conclusions
This study intends to analyse the drivers of recent changes in inequality in Costa Rica. To do so it follows an income source decomposition approach and makes use of the 32 different income sources identified in the Costa Rica's Household Survey. The analysis finds that the main contributor to inequality in Costa Rica is labour income, explaining around 83% of all inequality. In the period 2010-2014, the largest contribution to inequality was made by public wages, notably the wages of qualified workers. Within the public sector, wages of those working in public agencies outside central government made the largest contribution. This contribution fell slightly from 2010 to 2012, while the contribution made by central government qualified workers wages increased. This is due to permanent increases in central government salaries aimed at equalizing pay among different parts of the Costa Rica public sector.
Recent changes in inequality have been driven by a large and increasing skills premium in the private sector. Those holding a tertiary degree earn on average four times as much as those without only primary education. There are also important differences in income between those that have completed secondary education and those that do not; holders of a secondary degree, both academic and technical degrees, earn around two times as much as those with primary education or less. Social programmes, such as non-contributory pensions, do contribute to reduce inequality although their impact is limited given its small share in the total income received by households.
This study also quantifies the marginal effect of various income sources on overall inequality finding that wages of low qualified workers in the private sector is the income source that would have the largest marginal impact to reduce inequality. Hence, progress to ensure a higher compliance with the minimum wage level would have a positive effect on inequality. The Costa Rica minimum wage system is relatively complex. A simplification of its structure would facilitate a higher compliance (OECD, 2016) . A more comprehensive strategy to reduce informality, which is increasing and affects predominately low-qualified workers, would also help to curb inequality. On the other hand, increases in wages of qualified workers in public and private sector would result in the highest increases in inequality. Hence, further increases in public wages of qualified workers do not seem optimal from an inequality perspective. Concerning the private sector, strengthening the links between education and the labour market would help to reduce existing high skills mismatches (OECD, 2016) and would also contribute to reduce inequality by reducing skill premia.
An examination of inequality by socio-economic groups reveals the important role that noncontributory pensions play in safeguarding standards of life among all the elderly, but also reflects that social assistance programmes do not currently reach out immigrants, which is an increasingly large community in Costa Rica. Sum of wages and salaries as well as business income as described below.
ANNEX

Wages and Salaries
Sum of public sector, private sector, domestic service and international organizations'employees labor income as described below.
Public Employees
Sum of central government and other public sector employees' labour income as described below.
Qualified Sum of qualified central government and other public sector employees' labour income as described below.
Unqualified Sum of unqualified central government and other public sector employees' labour income as described below.
Central Government Employees
Central government employees labour income.
Sector Institucional Principal (SecInsAgruPri)= 1, Gobierno Central 
